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CONFIDENTIAL MANILA 1623 

E.O. 11652: GDS 
TAGS: ENRG, RP 

SUBJECT: OIL EXPLORATION SERVICE CONTRACT SIGNED FOR REED 
BANK AREA 

REF: (A) 75 MANILA 12464 (NOTAL) (B) 75 STATE 215761 (NOTAL) 

(C) 75 MANILA 17960 (D) 75 STATE 304888 (E) MANILA 0571 

SUMMARY: A SWEDTSH-FIT JPTNO GROUP HAS SIGNED SERVICE 


CONTRACT WITH THE PETROLEUM BOARD REQUIRING THE GROUP TO 
DRILL FOR OIL IN THE INTERNATIONALLY DISPUTED REED BANK 
AREA OFF NORTHWEST PALAWAN ISLAND. THE EMBASSY HAS CONCLUDED 
THAT THERE WILL BE NO U.S. FIRMS INVOLVED IN THE DRILLING 
BUT WILL KEEP ALERT TO THE POSSIBILITY AND WILL CONTINUE TO 
CITE STATE DEPARTMENT GUIDANCE ON U.S. INVOLVEMENT IN THE 
DISPUTED AREA IF ASKED. THE DECISION TO GO AHEAD WITH THIS 
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DRILLING PROGRAM IS BASED ON THE BELIEF BY THE CONTRACTEES 
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THAT THE 200 MILE ECONOMIC ZONE PRINCIPLE OFFERS ADEQUATE 
BASIS FOR PHILIPPINE CLAIM. END SUMMARY. 

1 . A SWEDISH-FILIPINO GROUP HAS SIGNED AN OIL EXPLORATION 
SERVICE CONTRACT WITH THE PETROLEUM BOARD FOR DRILLING IN 
THE INTERNATIONALLY DISPUTED REED BANK AREA OFF PALAWAN. 
AREA LIES OUTSIDE TREATY OF PARIS BOUNDARY LINES BUT 
WITHIN 200 MILE ZONE MEASURED FROM PALAWAN AND IS CLAIMED 
IN VARIOUS FASHION BY VIETNAM, PRC AND GRC AS WELL AS 
PHILIPPINES. THE CONTRACT CALLS FOR A THREE- WELL 
DRILLING PROGRAM FOR THE FIRST TWO YEARS AND ONE WELL PER 
YEAR THEREAFTER FOR THE REMAINING FIVE YEARS OF THE CONTRACT. 

2. A SWEDISH GROUP OF COMPANIES WILL PUT UP THE VENTURE 
CAPITAL AMOUNTING TO 32 MILLION DOLLARS FOR THE SEVEN-YEAR 
PROGRAM. THE SWEDISH CONSORTIUM CONSISTS OF THE SALENS 
GROUP WHICH WILL ACT AS THE GENERAL MANAGER, KEMA NORD, 
SWEDISH MATCH, AND OIEXPLO. 

3. LOCAL PARTNERS WILL CONTRIBUTE ONLY THEIR OIL 
EXPLORATION CONCESSIONS GRANTED BY THE GOP. THE LEAD 
LOCAL PARTNER IS SEAFRONT PETROLEUM IN TERMS OF CONCES- 
SION SIZE. IT HOLDS NO OTHER CONCESSIONS IN THE 
PHILIPPINES. OTHER LOCAL PARTNERS ARE MARSTEEL CORPORATION, 
IMPERIAL RESOURCES, ORIENTAL PETROLEUM AND MINERALS CORP., 
PHILIPPINE OIL DEVELOPMENT CO. (PODCO), PACIFICA. AND 
JAPPRACT MINING AND INDUSTRIAL CORP. (JINICO). PRINCIPALS 

IN THE LOCAL COMPANIES ARE ALL LEADING AND WELL-CONNECTED 
LOCAL BUSINESSMEN. 

4. CHESTER BABST, CHAIRMAN, SEAFRONT PETROLEUM, INFORMS 
US THAT SALENS DOES NOT HAVE AN OPERATOR YET FOR THE 
DRILLING. BABST SAYS THAT DURING THE LONG STAGE OF 
PRELIMINARY SEISMIC EXPLORATION AND CONTRACT NEGOTIATIONS, 
LASTING ABOUT TWO YEARS, THE GOP WAS INSISTING ON AN 
AMERICAN OPERATOR. NOW THE GOP IS RELAXING THAT REQUIREMENT 
ALTHOUGH IT PROBABLY WOULD STILL PREFER TO SEE A U.S. 

FIRM INVOLVED, ACCORDING TO BABST. SALENS HAS TALKED 
WITH BOTH TRITON AND CONTINENTAL UNSUCCESSFULLY, EMBASSY 
ALSO HAS INFORMATION FROM GERONIMO VELASCO, CHAIRMAN OF 
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BOTH PHILIPPINE NATIONAL OIL COMPANY AND THE PETROLEUM 
BOARD THAT GULF AND OCCIDENTAL WERE APPROACHED BY SALEN. 
(SEE REFTEL :). WE BELIEVE, ALTHOUGH CANNOT CONFIRM. 

THAT RELAXATION OF GOP ATTITUDE ON U.S. INVOLVEMENT 
COULD BE RESULT OF EMBASSY CONTACTS WITH PNOC OFFICIALS 
STEMMING FROM GUIDANCE GIVEN REFTELS B AND D. 

5. CHARGE' KARL B. ERICKSON OF THE SWEDISH EMBASSY, CITING 
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SWEDISH MATCH SOURCES, SAYS SALENS HAS FORMED ITS OWN 
OPERATING ARM,( SILEP EOMRGY# 

COMPANY 

CNVSR#UNSUCCESSFULLY 

SEEKING A FOREIGN FIRM PARTNER. THEY ARE PRESENTLY 
LOOKING FOR AN OFFSHORE RIG TO HIRE AND PLAN TO START 
DRILL IN APRIL. 

6. REPEATED CONTACT WITH OIL EXPLORATION INDUSTRY PEOPLE 
SINCE REFTELS A AND B WERE EXCHANGED LAST FALL, LEAD 
EMBASSY TO CONCLUDE THAT NO U.S. FIRMS PRESENTLY OPERATING 
IN THE PHILIPPINES ARE INVOLVED OR HAVE PLANS TO BECOME 
INVOLVED IN THE AREAS COVERED BY THIS SERVICE CONTRACT OR 
IN THE AREA HELD BY WHITE EAGLE OIL COMPANY (DISCUSSED 
REFTEL A) FOR WHICH A SERVICE CONTRACT IS STILL BEIGN 
DISCUSSED. HOWEVER, WE WILL CONTINUE TO BE ALERT TO 

THE POSSIBILITY OF U.S. INVOLVEMENT IN THE DISPUTED AREA 
AND WILL CONTINUE TO CITE STATE DEPARTMENT GUIDANCE ON 
THE SUBJECT IF ASKED. 

7. CONSENSUS OF ALL INTERESTED PARTIES - SALENS, LOCAL 
OIL FIRMS, AND PETROLEUM BOARD APPEARS TO BE THAT GOP 
WELL WITHIN ITS RIGHTS TO OPERATE IN REED BANK AREA 
WHICH IS WITHIN THE 200 MILE LIMIT. THERE IS A RECURRING 
RUMOR IN LOCAL CIRCLES THAT THE GOP AND PRC HAVE COME 
TO AN AGREEMENT OVER REED BANK. SOME PRINCIPALS OF THE 
LOCAL COMPANIES INVOLVED ARE SAID TO FEEL THAT THE FACT 
A SWEDISH COMPANY IS INVOLVED WILL TEMPER VIETNAMESE 
REACTION TO THE OPERATION. 

8. COMMENT: WE ASSUME GOP HAS AUTHORIZED GO AHEAD BECAUSE 
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OF DESIRE TO ESTABLISH CLAIM TO POTENTIAL OIL BEARING AREA 
IN VERY GENERAL REGION OF KALAYAAN (FREEDOM LAND) ISLANDS. 

GOP HAS CONSISTENTLY ENDORSED CONCEPT OF 200 MILE ECONOMIC 
ZONE AND HAS SINGLE MINDEDLY PURSUED ITS CLAIM TO THIS AREA. 
RUMOR ABOUT GOP/PRC AGREEMENT TO PERMIT EXPLOITATION 
REED BANK MAY BE DELIBERATE, TO REASSURE PRINCIPALS INVOLVED, 

AND MAY ALSO REPRESENT GOP CALCULATION THAT PRC WOULD NOT 
INTERVENE BUT IT IS NOT, IN OUR OPINION, CAUSE FOR GOP MOVE IN 
THIS AREA. AS POINTED OUT REF E, WE CONSIDER POSSIBILITY OF 
SUCH GOP/PRC AGREEMENT, AFFECTING TERRITORIAL CLAIMS OR RIGHT 
TO EXPLOIT, UNLIKELY IN ANY EVENT. QUESTION OF VIETNAMESE 
ACTION POTENTIALLY MORE SERIOUS SINCE VIETNAMESE TROOPS ALREADY 
OCCUPY SOUTHWEST CAY. WHATEVER THE REASONS, GOP FEELS IT HAS THE 
RIGHT TO GRANT OIL CONCESSIONS IN THE DISPUTED AREA AND THEN 
CONCLUDE SERVICE CONTRACT FOR DRILLING. THE SWEDISH 
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CONSORTIUM HAS ENOUGH CONFIDENCE IN THIS CONCLUSION TO 
COMMIT ITSELF TO DRI# THREE 
WELLS IN THE NEXT TWO YEARS AT 

A COST OF EIGHT MILLION DOLLARS AND FIVE WELLS THEREAFTER 
FOR ANOTHER TWENTY-SIX MILLION DOLLARS. END COMMENT. 

SULLIVAN 

NOTE BY OCT: #TEXT AS RECEIVED. 
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